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- Investment InstituTIONs: (1) Insurance Company; (2) Mutual Savings Bank; (3) Trust Company. 


INSTITUTIONAL INVESTORS 


FORM BASIC INDUSTRY IN NEW ENGLAND 


NEW ENGLAND’s principal institutional investors make 
up a basic industry controlling over $24 billion in assets 
and employing over 69 thousand persons.! These in- 
stitutions are important existing and potential sources 
of capital and supply funds to a large area of industrial 
activity both in New England and elsewhere. 

The investment industry provides more employment 
than several manufacturing industries which are of 
major importance in the region. In 1946 it employed 
more than twice as many persons as the lumber and 
timber products industry (28,200) and exceeds the 
employment in the following industries by substantial 
margins: furniture (37,000), stone, clay, and glass 
manufacturing (22,400), printing and publishing 
(18,400), chemicals (36,000), or rubber products 
(44,700). Insurance organizations alone employed over 
half as many persons (56,000) as did leather goods and 
over one-third the number employed by the electrical 
machinery industry, one of New England’s largest. 

1 Data for the year 1946—the latest data available. Detailed statistical appen- 


dix furnished upon request to Research and Statistics Department, Federal 
Reserve Bank of Boston. 


SELECTED INSTITUTIONAL INVESTORS 
IN NEW ENGLAND 
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lincludes only fire, marine, casualty, and miscellaneous insurance com- 
panies writing business in Massachusetts. 


—— court and personal trusts, managing agencies, and custodian- 
ships. : 


The reputation enjoyed by New England in the field 
of finance dates from the Colonial period. The region 
early in its history developed not only a commercial 
banking organization but also a group of specialized 
investing institutions. Central in this group were the 
mutual savings banks and trust and insurance com- 
panies. 

The high degree of specialization which currently 
exists in the investment market throws into sharper 
relief the work of modern specialized financial institu- 
tions. New England has made a considerable contribu- 
tion to both organizational form and business practice 
of these institutions. 

Modern investing institutions have usually developed 
according to the particular sources of funds which they 
employ, although development has also been influenced 
by reference to the needs of the particular classes of 
borrowers which the institutions seek to serve. The 
principal institutional investors in New England, classi- 
fied by direction or use of funds, are described below: 


(1) Trust companies and trust departments of national 
and state banks exercise fiduciary functions and perform 
the service of handling the funds or property of others 
and putting them to use in the investment market. In 
the broad sense the term “‘fiduciary”’ business covers 
not only the settling of estates and administration of 
trusts but also the performing of agency services. 

The work of the trust companies is essentially the 
care and management of property. Each trust is a 
separate unit usually with a separate portfolio and it is 
administered according to the varying circumstances, 
legal and other, which surround it. Trusts vary in 
size but most frequently are over $10,000. 


(2) Mutual savings banks and savings departments of 
stale and national banks exercise the function of assisting 
in the process of saving or accumulating funds and 
directing them to the purchase of investment securities 
best calculated to protect the saver, yield him income, 
and at the same time keep his assets tolerably liquid. 








ASSETS OF SELECTED INSTITUTIONAL INVESTORS 


KEY: == insurance << Mutual Savings Banks s+»Nat’! and State Savings Bonks 
== Open End investment Trusts «ame Closed End Investment Trusts 
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U.S. data for Open ond Closed End Investment Trusts estimated in 1938 


Deposits may be withdrawn on demand or upon re- 
quired notice. A savings bank or savings department 
may be thought of as an intermediary investment in- 
stitution with a limited banking function. 


(3) The various types of insurance companies — life, 
fire, casualty, and marine — all operate to conserve 
insurance funds and reduce the cost of insurance by 
keeping the funds earning an income and arranging 
them so as to furnish the liquid resources needed to meet 
insurance claims. 

The life insurance companies operate in the invest- 
ment market on a relatively long-term basis. Their 
position differs from that of the other institutional in- 
vestors in that they tend to absorb securities on a 


Jonger term basis and are less under the necessity of 


turning their holdings over rapidly. 

The investment activities of fire, casualty, and 
marine insurance companies are somewhat similar to 
the operations of investment trusts. The greater portion 
of their funds is derived from premium payments by 
policyholders rather than from contributions to capital 
by stockholders. Although such companies act. pri- 
marily as insurers, one of their major activities is invest- 
ment in a diversified list of securities, including pre- 
ferred and common stocks. Their investment activities 
which direct the flow of accumulated funds are almost 
as important as their insurance underwriting business. 


(4) Investment trusts purchase securities on behalf of 
beneficiaries or stockholders, who become joint owners 
of the resultant pool of securities. They enable small 
investors to take advantage of openings for capital and 
attempt to obtain both larger income and appreciation 
of principal by adopting a less restrictive policy than 
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that of the other investment institutions. They assemble 
the funds of investors, to whom they offer diversifica- 
tion and continuous supervision. 

Two principal types of investment trusts dominate 
the field. Closed-end trusts in nearly all cases are organ- 
ized as corporations. Usually the entire fund to be 
managed is raised at a single time, although additional 
offerings of shares may be made. The shares are not 
redeemable. Open-end trusts are frequently voluntary 
trusts but may be corporate bodies. They differ from 
the closed-end type in that they are continuously issuing 
new shares which are redeemable at will by the holder 
at approximately the net asset value. 

Insurance companies, savings institutions and invest- 
ment trusts receive regular cash inflows of funds which 
must be invested, while trust companies acting as 
fiduciaries receive chiefly property or securities. Thus, 
the former face the problem of immediate and continu- 
ous investment as well as the problem of reinvestment 
of funds. The iatter’s basic problein is one of manage- 
ment and safeguarding of property constituting the 
trust and reinvestment of funds. 


The first American insurance covered marine risks. 
The policies issued in this country were issued in part 
by English companies and in part by American in- 
terests. With the development of American shipping, 
marine insurance became of considerable importance. 
This was particularly true in New England where 
shipbuilding and ocean transport were the leading 
forms of business activity in the late 1700's. Although 
marine insurance was the first risk underwritten, life 
insurance companies have experienced the greatest 
absolute gains in New England. Taken as a whole, New 
England’s insurance industry held assets aggregating 
over $11.2 billion at the end of 1946. 


Lire INSURANCE 


The New England Mutual Life Insurance Company 
was one of the first large life insurance companies 
chartered in the United States. The charter was granted 
in 1836, but the company did not begin to write in- 
surance until 1844. Currently New England is the 
domicile of many of the country’s leading companies. 

In 1946 the total assets of New England life insurance 
companies réached $9.4 billion. This figure represents a 
tripling of their assets since 1930 and a gain from 17 per 
cent to almost 20 per cent of the total admitted assets 
of the 49 most important life insurance companies in 
the United States. 

Since 1934 the assets of the twenty-odd New England 
life insurance companies have been increasing at an 
annual rate of between seven and nine per cent. This 
means in dollar terms not only that assets have grown 
from one year to the next but that larger sums have 
been paid into the companies in each successive period. 
The average annual increase in assets during the 1930's 
was about $250 million and in the 1940's it was over 
$500 million. In 1938 the New England life insurance 
companies received a net cash inflow of new funds for 
investment (exclusive of called bonds or sales of securi- 


ties held) amounting to $327 million. In 1947 the flow 
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had more than doubled and amounted to $720 million. 
An annual rate of growth of about nine per cent means 
that assets double about once every 10 years. 

This annual rate of growth common to the prewar, 
war, and early postwar years in life insurance companies 
is in marked contrast to the experience of other institu- 
tional investors. The latter, in most cases, grew more 
slowly during the 1930’s, experienced sharp acceleration 
of growth during the war, and then began to slow down 
in the postwar years. In the war years, investment 
trusts, mutual savings banks, and savings departments 
of both national and state commercial banks had an 
increase in assets at a rate in excess of that of the life 
insurance companies. In dollar terms, however, during 
the war years the increase in life insurance assets was 
$3.7 billion as compared with a combined increase of 
$3.2 billion for the other institutions. 

During the years 1930-1946 New England life in- 
surance companies have made substantial changes in 
the proportions of their funds placed in mortgages, 
bonds, real estate, and loans on policies. The percentages 
of bonds held has grown remarkably, while the per- 
centages of the other forms of assets have shrunk. 
Bonds were slightly over a third of total assets in 1930 
and over two-thirds in 1946. Over half the bonds held 
(that is, over one-third of total admitted assets) in 1946 
were U. S. Government securities. 

In the postwar period life insurance companies have 
made some shifts from Government bonds to corporate 
and municipal obligations as the demands for capital 
changed. The trend toward direct placement with in- 
surance companies of entire issues of fixed interest 
obligations has been continued, and about 30 per cent 
of the total of recent corporate issues have been placed 
with the insurance companies in the United States. 
Mortgages have declined from 34 per cent of total ad- 
mitted assets in 1930 to 16 per cent in 1946. Loans on 
policies reached a high of 18 per cent in the depression 
year 1932 and have since fallen to 3.3 per cent in 1946. 
Real estate reached its peak of 9.3 per cent in 1936 and 
has since fallen steadily to a low of 1.1 per cent in 1946. 

Recently, insurance companies have attempted to 
expand the outlets for their funds by undertaking 
direct ownership of real estate — housing develop- 
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ments and the ownership of business properties. Busi- 
ness properties which they acquire are usually leased to 
corporations for an extended period of years. Massa- 
chusetts statutes currently permit the companies to 
place 10 per cent of assets in rental housing and 10 per 
cent in other real estate. 

A comparison of investments of New England life 
companies with those of life companies nationally re- 
veals two interesting points of difference. At the end of 
1946 U. S. Government securifies constituted 45 per 
cent of life company assets in the nation but only 37 per 
cent for the New England companies. Stocks were 2.6 
per cent of assets nationally but 4.6 per cent of the 
assets in New England companies. 

The central investment problem of life insurance 
companies is that of obtaining absolutely safe securities 
maturing at specified dates in the future so distributed 
that when they mature the proceeds are available to 
meet the expected insurance losses. Thus the insurance 
company’s problem of investment differs from that of 
the savings bank in that it is in a generally better posi- 
tion to avoid sudden withdrawals of funds and to count 
upon a longer period during which its funds will be un- 
disturbed. The establishment of surrender values and 
policy loans, however, imposes upon the insurance 
companies the necessity of keeping a quantity of 
readily salable securities or else of maintaining borrow- 
ing relationships with banks or trust companies. Thus, 
the requirement for liquidity of life insurance com- 
panies has increased but remains less pressing than that 
of savings banks. Most states regulate the general 
character of life insurance company investments. 


OTHER INSURANCE 


Fire and marine insurance companies and casualty 

and miscellaneous companies domiciled in New Eng- 
land each held a larger share of national assets in their 
respective lines in 1946 than did New England life 
insurance companies. Fire and marine companies’ 
assets amounted to $1.1 billion, or 24 per cent, of the 
national total. Casualty and miscellaneous companies’ 
assets were $737 million, or 21 per cent, of the national 
total. While the assets of New England life insurance 
companies have formed a gradually increasing per cent 
of national totals, the percentage held by fire and ma- 
rine companies has been declining since 1941 and that 
yy casualty and miscellaneous companies since 1942. 
New England fire and marine and casualty and mis- 
cellaneous companies experienced continuous growth 
during the years 1930 to 1946. Although growing more 
rapidly than the life companies in the early 1930's, 
these companies are now growing less rapidly and the 
rate of growth is declining. New England trends are in 
accord with national trends. 

In contrast with the life insurance companies, there 
have been no pronounced shifts in the forms in which 
assets have been held by fire and marine companies 
since 1930 with the exception of the steady increase in 
importance of Government obligations. Insurance con- 
tracts drawn by these companies are for relatively short 
periods as compared with those of life insurance com- 
panies. Nor is there the problem of preserving and in- 
vesting savings represented by accumulating policy 
reserves that there is for life companies. Consequently 








in making investments these companies tend to avoid 
the less liquid forms of real estate and mortgages and 
to concentrate on stocks and bonds. Since 1900 eighty 
per cent or more of gross assets have been held in the 
form of stocks, bonds, cash, and bank deposits. Stocks 
and bonds taken together have represented from 69 to 
80 per cent of gross assets during the years since 1900 
and have shared about equally in this total. 

Casualty and miscellaneous companies likewise keep 
to stocks and bonds in preference to less liquid invest- 
ment forms. In most respects their investment policies 
parallel those of fire and marine companies. Within the 
bond and stock section of their assets, however, instead 
of keeping an approximate balance as do the fire and 
marine companies, they give more weight to bonds. 
Since 1934 bonds have composed 50 per cent or more of 
eross assets and reached 61 per cent in 1946. Stocks 
meanwhile varied from 15 per cent to 30 per cent and 
were 19 per cent in 1946. 


The role of the mutual savings bank as an important 
institutional investor is confined largely to New Eng- 
land, New York, New Jersey, and Pennsylvania, al- 
though mutuals are found in six other states. Where 
mutuals are not located, their function is performed by 
commercial bank savings departments. 

In the United States the mutual first appeared almost 
simultaneously in Boston, New York, and Philadelphia 
early in 1816. Its subsequent growth has been substan- 
tially in these and neighboring areas. 

In New England in 1946 there were almost three 
times as many dollars deposited with mutual savings 
banks ($5.7 billion) as with the savings departments of 
commercial banks ($1.9 billion). Nationally, however, 
there were nearly twice as many dollars in commercial 
bank savings departments ($34.2 billion) as in mutual 
savings banks ($18.7 billion). 

The years 1930 to 1946 witnessed an increase in 
assets of mutual savings banks in New England of over 
$2 billion, or 54 per cent. All but about $200 million of 
this increase occurred during the war years. The annual 
increase which had been less than two per cent during 
the 1930’s reached a high of almost 13 per cent in 1945 
and was still over eight per cent in 1946. 

Traditionally, savings banks have been large invest- 
ors in mortgage loans and municipal and corporate 
bonds. In 1930, for example, about 58 per cent of the 
assets of New England savings banks was invested in 
mortgage loans, another eight per cent in the obligations 
of states and political subdivisions, and about 27 per 
cent in other bonds, notes, and debentures — a total of 
93 per cent. But in the past 17 years, and especially 
during the war, there has occurred a striking change in 
the composition of these assets. From a mere 1.6 per 
cent in 1930 United States Government securities have 
expanded until in 1946 they represented nearly 63 per 
cent of all assets of these banks. In compensation, the 
share of the investment forms mentioned above de- 
clined from 93 per cent to 33 per cent. Other assets, such 
as corporate stocks and cash, remained at fairly con- 
stant levels of from two to four per cent. 

Briefly stated, the modern savings bank places its 
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funds in bonds, real estate mortgages, short-term notes, 
and in some cases selected preferred stocks as little 
subject to the probability of price fluctuation as pos- 
sible. Moderate amounts of funds are carried in various 
short-term commercial banking assets. 

A comparison of the composition of assets of New 
England mutual savings banks with their composition 
in the nation since 1930 reveals a convergence toward a 
common pattern. In the early 1930’s the New England 
mutuals had a much higher per cent of their assets in 
loans (largely mortgage loans), discounts, and over- 
drafts than did all mutuals — 74 per cent as against 57 
per cent nationally. The banks in the other areas held 
larger amounts of bonds, notes, and other debentures. 
This difference was gradually reduced and finally dis- 
appeared during the 1940's. 

The same trends in the composition of assets are in 
evidence for savings departments as for the mutual 
savings banks. Judging by the investments of the sav- 
ings departments of state commercial banks and trust 
companies in Connecticut and Massachusetts, loans, 
discounts, and overdrafts have declined from 74 per 
cent of total assets to 28 per cent, while United States 
Government obligations have risen from 5.6 per cent 
to 65 per cent. Other changes during these years have 
been relatively insignificant. 

Time deposits in national and state commercial 
banks in New England showed an average annual net 
decline during the 1930-1938 period amounting to 
about $21 million. Mutual savings banks deposits, 
however, increased continuously at an average annual 
net rate of $39 million. The difference in behavior of the 
deposits is perhaps attributable to the more permanent 
“nest-egg” character of mutual savings banks deposits. 
In the postwar period mutual savings banks deposits 
have shown net increases at an average annual rate of 
$353 million and deposits at the savings departments 
of state and national banks about $169 million. 

The increase in supply of safe, small denomination 
bonds, particularly the United States E, F, and G series, 
has tended to reduce the deposit increases at savings 
banks. The growth in holdings of life insurance, pension 
plans, and the social security movement have likewise 
probably tended to divert savings. 
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The mutual savings banks and the savings depart- 
ments of national and state banks employ about 9,300 
persons who are directly engaged in various phases of 
their operations. Of this total, about 6,900 are employed 
by mutual savings banks. The aggregate for both 
groups of savings institutions is approximately one- 
fifth of the number employed by the insurance com- 
panies and is second in importance in the institutional 
investing field in this district. The nature of the savings 
bank business also requires the employment of a number 
of specialists on a retainer or a part time basis. 


The trust company is distinctly of American origin. 
Its history dates from the first quarter of the 19th 
century. The first trust company of which a record has 
been preserved is the Massachusetts Hospital Life 
Insurance Company chartered in 1818. In 1823 it re- 
ceived the express sanction of the state legislature to do 
trust business. The company wrote life insurance poli- 
cies and annuity contracts and acted as trustee for 
invested funds contributed by a large number of in- 
dividual investors. The trust or endowment business 
soon exceeded the life insurance business and by 1830 
it had $5 million of trust deposits. The early trust 
companies were organized primarily as corporations for 
other purposes and trust powers were granted as a 
second object of incorporation. Nationwide, the real 
development of trust business has occurred in the last 
50 years. National banks were first granted trust powers 
in the Federal Reserve Act. 

Total assets of trust departments of state and na- 
tional banks in New England exceeded $5 billion in 
1946. This statement needs immediate and important 
qualification. The figure is a mixture of cost, inventory, 
nominal, and other carrying values, and does not 
necessarily indicate market values. It is the best avail- 
able, however, and should be used to represent only the 
approximate magnitudes involved. These reservations 
apply throughout the discussion of trust assets. 

Approximately 50 per cent of the trust department 
assets in New England represents personal trust 
property in the form of living and court trusts, while 
the other 50 per cent represents management agency 
accounts and custodianships. Judging from the experi- 
ence of the state banks of Massachusetts there has been 
a steady increase in agency business in New England in 
the last decade. It appears to be concentrated in the 
larger metropolitan areas. Between 1940 and 1946 
assets in agency accounts in Massachusetts state banks 
increased from 40 per cent to 50 per cent of total trust 
department assets in the state. 

The years 1940 and 1946 furnish other interesting 
comparisons. In 1940 the total trust department assets, 
including various kinds of agencies, of all banks in New 
England were $3.6 billion, of which approximately $2.9 
billion, or 82 per cent, was controlled by state banks and 
about $660 million, or 18 per cent, by national banks. 
By 1946 total trust assets were $5 billion. Of this sum, 
$3.8 billion, or 76 per cent, was held by the trust de- 
partments of state banks and $1.2 billion, or 24 per cent, 
by national bank trust departments. The increase in 
the proportion of total trust department assets con- 





trolled by national banks is the result of an increase in 
their holdings of 86 per cent compared with a 29 per 
cent increase at the state banks. In dollar terms, how- 
ever, state bank trust assets increased about $856 mil- 
lion; national bank trust assets rose $568 million. 

The growth of trust department assets of national 
banks has not been evenly distributed geographically. 
In the period 1940-1946 Massachusetts and Connecti- 
cut banks experienced the largest dollar and percentage 
increases — $388 million, or 130 per cent, and $110 
million, or 39 per cent, respectively. The other New 
England states, except Vermont, showed large percent- 
age increases but dollar amounts were not significant. 

State banks, likewise, reported a steady growth of 
trust department assets during the 1940-1946 period. 
Massachusetts banks led the New England region both 
in dollars and percentage with an increase of $700 
million, or 36 per cent. Connecticut banks followed with 
an increase of $111 million, or 21 per cent. Rhode 
Island reported trust department assets up $24 million, 
or six per cent. Increases in the other states ranged up to 
15 per cent but dollar amounts were relatively small. 

A comparison of the proportions of the aggregate 
New England state bank trust department assets held 
by the banks in each state in 1940 with 1946 reveals 
only small changes, the most significant of which was a 
slight gain in the relative share held by Massachusetts 
banks. In 1946 Massachusetts banks controlled 71 per 
cent, Connecticut 16 per cent, and Rhode Island 11 per 
cent of the total state bank trust department assets in 
the region — about the same proportion as in 1940. 

The share of total national bank trust department 
assets in New England, however, shows marked changes. 
Connecticut national banks which held 42.7 per cent 
of national bank trust assets in 1940 had only 31.9 per 
cent in 1946. Massachusetts national banks showed a 
rise from 45.2 per cent in 1940 to 55.9 per cent in 1946. 
Rhode Island national banks reported a small gain and 
the shares of the banks in the other New England states 
remained practically unchanged. 

Trust department assets for national banks in New 
England were 10 per cent of national bank totals in 
the United States in 1930, seven per cent in 1940, and 
6.6 per cent in 1946. Nationwide figures for the assets 
of state bank trust departments are available only for 
1947. In that year assets of New England state bank 
trust departments were nine per cent of the total. 


COMPOSITION OF ASSETS 


A comparison of the composition of national bank 
trust department assets in New England with those in 
the United States can be made for the years 1938 
through 1947. During these years all banks maintained 
80 to 90 per cent of their trust assets in stocks and bonds. 
Within this percentage range, however, there is a strik- 
ing difference in importance of stocks and bonds among 
trust assets in New England and the United States. 

The New England figures indicate a marked prefer- 
ence for stock investments, while the United States 
figures show an equally marked preference for bonds. 
The differences are greater in the later years but 
prominent in all years. In 1947, for example, national 
bank trust departments in New England had 55 per 
cent of their total assets in stocks and 39 per cent in 








bonds. Nationally, stocks represented 24 per cent and 
bonds 67 per cent. Data for trust assets of state banks 
in New England display the same tendency. In 1946 
these banks had 40 per cent of trust assets in bonds and 
50 per cent in stocks. In earlier years the contrast was 
equally marked. It is probable that these differences 
should be attributed to variations in laws and court 
decisions governing trust investments in the various 
states (for example, the latitude permitted by the 
‘prudent man”’ rule in Massachusetts), and to different 
investment policies on the part of the trustees. 

The work of the trust companies and trust depart- 
ments of state and national banks in managing and 
caring for property requires the services of an estimated 
3,350 persons. Of these, 640 are bank officers and 2,710 
are classified as other employees. First District banks 
operating only commercial departments or both com- 
mercial and trust departments employ an estimated 
18,000 persons which include the figures cited above. 
The nature of trust business does not require as many 
employees per dollar of assets as does work in the com- 
mercial departments. Trust work also necessitates the 
inclusion of research and investment specialists, lawyers, 
and other professional and technically trained person- 
nel in the staffs of the banks. Like other institutional 
investors, trust institutions indirectly influence employ- 
ment in allied and related fields of work performed by 
other institutions. 

Between 1820 and 1830 the profession of private 
trustee came into prominence in Boston. The “Boston 
trustees” for a long period administered or controlled 
a larger aggregate of trust property than was held by 
the corporate trustees. They have played an important 
part in the management of New England property. 
Today no accurate measure of these funds is available, 
but they probably aggregate over $500 million. 


Investment trusts have experienced a substantial de- 
velopment in New England during the past 25 years. 
The Boston Personal Property Trust, founded in 1893 
and still in existence, was probably the first investment 
trust established in America and influenced the legal 
form of organization of the trust movement. In form it 
is a voluntary trust but of the closed-end type. Today a 
trust which is organized as a voluntary trust and which 
continuously offers redeemable shares for sale is fre- 
quently referred to as the “Boston type” or open-end 
investment company. 

Although the open-end trust is no longer confined 
to the region of its origin, about $700 million was in- 
vested in open-end investment trusts domiciled in New 
England at the end of 1947. This figure represented 
about 50 per cent of total assets in this type of com- 
pany in the United States. The city of Boston was of 
course the greatest point of concentration in the region. 
New England currently has outdistanced all other areas 
of the United States in the development and growth of 
the open-end company. If closed-end companies are 
included, New England held about 24 per cent of the 
investment trust assets in the nation at the end of 1947. 
This represents an increase from seven per cent at the 
end of 1929 and 15 per cent at the end of 1934. 
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Most of the funds in operation today were organized 
in the early 1930's. The oldest trusts still in existence, 
with one or two exceptions, were formed in the mid-’20s. 
Adequate comparative data are not available to show 
accurately the development of trust assets prior to the 
1930 period. In 1934 the total assets of both closed- and 
open-end trusts in the United States amounted to 
$1.1 billion and in 1947 $3.2 billion, an increase of 191 
per cent. In New England total assets of both types of 
trusts in 1934 amounted to $163 million and had in- 
creased to $767 million by the end of 1947 —a gain 
of 370 per cent. In the case of the open-end companies 
in which this region leads in development, total assets 
rose 445 per cent — from $128 million to $698 million — 
in the same period. In the United States the assets of 
open-end trusts increased from $208 million at the end 
of 1934 to $1.4 billion at the end of 1947 — 573 per cent. 

The percentage of total assets of open-end trusts in 
the United States which was controlled by trusts domi- 
ciled in New England declined from 61 per cent in 1934 
to 50 per cent in 1947. The percentage of assets of 
closed-end trusts domiciled in New England in relation 
to the United States total showed little change. The 
open-end trust is superseding in importance closed-end 
development throughout the nation. 

The average net inflow of new cash seeking invest- 
ment in the open-end trusts of the area approximated 
$30 million annually in the period 1935-39 and in the 
postwar period about $70 million, an increase of 133 
per cent. Most of the institutions, although located in 
New England, like the insurance companies, draw their 
funds from all over the country and have no peculiarly 
local responsibility. The region, however, because of its 
traditions in conservative property management pro- 
vides an advantageous location. 

The industry is an employer of technically trained 
investment and research personnel. As of August 1948, 
the number of persons employed in full-time work with 
the funds in various capacities is estimated at 800. 
Research and investment specialist personnel, whether 
part of the staffs of or retained by investment trusts, 
compare in number with those in the investment de- 
partments of large trust companies or trust depart- 
ments of large banks. Some investment counsel organ- 
izations have a total personnel of 80 to 90; the larger 
investment trusts frequently have a force of 25 or 30 
persons in their own offices engaged directly in research 
or investment management. 

Massachusetts Investors Trust is one of the oldest 
and is the largest investment trust in the United States. 
At a recent date it had a total share value of $226 
million. Of this, $27 million, or 12 per cent, was owned 
by persons residing in New England and $199 million, 
or 88 per cent, by persons outside. Massachusetts resi- 
dents owned about $16 million, or 7.1 per cent, of the 
fund. Connecticut, Maine, and Rhode Island followed 
with ownership between $2 million and $3.6 million, or 
1.0 to 1.6 per cent, in each state. In New Hampshire 
as in Vermont ownership amounted to about $1.2 mil- 
lion, or one-half of one per cent. 

Keystone Custodian Funds, having a recent share 
value of $178 million and ranking second in size to 
Massachusetts Investors Trust, has a similar geographi- 
cal distribution of ownership. Other trusts likewise show 
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the same general pattern, confirming the fact that their 
security distribution is interstate in character. A few 
have somewhat more concentrated ownership within 
the area. Although New Englanders currently have 
smaller percentage participations in the funds than 
formerly, the amounts owned measured in dollars have 
generally increased. 

The investment trusts offer both a comprehensive or 
a specialized investment portfolio to the participant. 
Funds of a number of participants are combined and 
invested in diversified securities so as to distribute risk 
and introduce the law of averages in protecting princi- 
pal. The objective is the safe and profitable employ- 
ment of the funds while avoiding for the participants 
the direct responsibilities of control and management. 
At the end of 1947 the aggregate assets of the principal 
investment trusts of all types domiciled in New England 
were distributed in the following major classifications: 
bonds (other than U. S. Government), 12.7 per cent; 
preferred stocks, 8.8 per cent; common stocks, 70.5 per 
cent; and cash and U. S. Government securities, 8.0 
per cent. Some small changes in the pattern of distribu- 
tion have occurred since 1934. The percentage of the 
total funds invested in bonds (other than U. S. Govern- 
ment) accounted for five per cent less than in 1947, 
while the holdings of cash and United States securities 
were about four per cent greater and holdings of pre- 
ferred stocks six per cent less. Common stock concen- 
trations were about the same. 

The methods of approach of the various investment 
trust managements to the investment problem differ. 
However, whether common stock funds, balanced funds, 
or specialty funds, a general attempt is made to secure 
the combination of safety, reasonable income, and 
marketability preferred by the participants. Diversifi- 
cation of funds varies within this frame of reference but 
is carried out by industry and company within the 
industry, type of security, maturity of the security, and 
geographical basis. Most managements tend to place 
the preponderance of funds in well-known issues, ‘blue 
chips’, rather than to search out “special” situations. 

In recent years certain of the open-end trusts in the 
Boston area have been drawn into operations designed 
to build up new undertakings, thus in a sense becoming 
developers of business enterprise. In this connection 
it is interesting to note the contributions to the capital 
fund of the American Research and Development Cor- 
poration. This company has been designed to invest 
in equities or equity shares of businesses, old or new, 
having some new product or process of scientific and 
commercial importance to be developed. 


The aggregate assets of the institutional investors 
considered in this review on a nationwide basis passed 
the $160 billion mark late in 1946 and are continuing 
to grow. Their assets have increased at the rate of ap- 
proximately $12 billion a year since 1940. As in New 
England, the life insurance companies nationally have 
been the leaders and accounted for more than $3 bil- 
lion of the increase. 

In New England the aggregate assets of the principal 
institutional investors domiciled in the area passed the 


$24 billion mark at the end of 1946 and had been in- 
creasing at a net rate of about $1.5 billion a year since 
1940. The rate of increase in the nation and in New 
England represents more than a doubling over prewar. 
The annual percentage rate of asset increase in New 
England has been about nine per cent and in the nation 
about 11 per cent since 1940.2 Some diminution in the 
rates of growth may be expected, both in the United 
States and in New England, in the future, but asset 
rate increases will remain substantial. 

Not only does the building up of these assets create 
an investment problem of large magnitude, but also 
it is having an important influence on the capital mar- 
kets in determining the types of securities through 
which capital can readily be raised. In this process New 
England companies play an important part. Like those 
elsewhere, the character of their investments is related 
closely to the nature of their liabilities. Financial plans 
of industries which use the capital market should be 
developed with a view to these circumstances. It is an 
interesting commentary on current capital markets to 
note that the acceptability of an industry as a medium 
for the investment of life insurance funds may deter- 
mine the relative ease with which the industry can 
raise capital in any form. The life insurance companies 
and trust companies, and to a lesser extent the savings 
banks, are currently buyers of securities — high-grade 
corporation bonds and mortgages — which have largely 
lost their appeal to individuals. 

The institutional investors as a group seem to have 
replaced the individual investor as the most important 
sources of relatively long-term capital since the last 
period of great capital expansion in the 1920's. 

New England’s investing institutions have a superior 
knowledge of local conditions although they have no 
specific local responsibility since they draw their funds 
from all over the country. This is particularly true of 
the insurance companies and the investment trusts. 
These institutions can continue to be considered as a 
likely source of some long- and medium-term credit 
for New England, and it can be expected that they will 
continue to consider the opportunities for investment 
in the area as carefully as they will those of any other 
region in a modern interdependent economy. Keen 
competition exists among the large institutional inves- 
tors in making investments as well as in attempting to 
channel individual savings into their treasuries. 

The shortage of funds to buy new equity issues, 
coupled with the increasing importance of institutional 
investors and the restrictions, legal and otherwise, 
placed upon their investments, is causing considerable 
discussion on the part of the business public. The en- 
largement of the so-called middle class group and the 
ascending tax rates on high incomes are factors which 
probably explain why an increasingly large proportion 
of savings is now derived from persons in the middle 
income group. This group generally makes the largest 
proportion of its savings through life insurance, estab- 
lishment of personal trusts, purchase of investment 
trust shares, and deposits at banks, rather than through 
direct ownership of securities and property including 
equities. 


2Exclusive of state bank trust department assets — nationwide data available for 
1947 only. 











Welcome, 
Stranger! 


Five Per Cent of New 
England’s People Came Here 
from Other States Since 1940 


ARE BANKERS AND RETAILERS aware that at least five 
per cent of their potential customers have come from 
other states to New England since 1940? That is what 
the latest population estimates indicate, according to 
an analysis made by this bank. 

Significantly, the tide of in-migration rose after the 
war. People were moving into New England during the 
two years following the end of World War II at a yearly 
rate about 70 per cent higher than was characteristic of 
this highly industrial area in wartime, according to esti- 
mates of population released by the Census Bureau. 

Only one other division of the country showed a 
greater gain than New England in inward migration 
over the wartime rate. That was the Middle Atlantic 
area, where the wartime rate was tripled. Every New 
England state except Rhode Island showed a postwar 
population gain due to inward migration, which for the 
three northern states represented a reversal of the war- 
time trend. In Massachusetts the postwar inflow was 
two and one-half times as great as during the war years 
and in Connecticut it was half as great. 

The revised estimates of the population of the United 
States on July 1, 1947, released by the Bureau of the 
Census on August 9, 1948, contain no significant changes 
in the national totals, the purpose of the revisions being 
chiefly to obtain a more equitable distribution of the 
over-all changes between the several states on the basis 
of later and more accurate data. Principal changes in- 
volved are the assignment of greater gains to the North- 
east and the West with correspondingly smaller in- 
creases in the North Central states and in the South. 
New England’s net gain in total population was reduced 
from 10.3 per cent in the preliminary estimate to 8.3* 
per cent in a later estimate, whereas the Middle Atlantic 
states were raised from 4.6 per cent to 6.4 per cent. The 
national increase was unchanged at 8.9 per cent. 

The principal factor in the increase in the popula- 
tion of the United States as a whole from April 1, 1940, 
to July 1, 1947, was natural increase — the excess of 
births over deaths — estimated at nearly 12 million 
persons, or 8.9 per cent of the 1940 population. The gain 
from foreign immigration was far smaller, and amounted 





*Interstate migration data have not been calculated beyond mid-1947, although 
total population changes have been estimated to July 1, 1948. On that date 
New England's net gain since 1940 was 10.2 per cent, which compares favorably 
with the corresponding increase of 11.0 per cent for the United States. 
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to only about one million persons, or nearly one per cent. 
In many of the states, however, the combination of net 
immigration and net interstate migration was the most 
important component in population change. 

Net gain due to natural increase from April 1, 1940, 
to July 1, 1947, ranged from a high of 17.5 per cent of 
the 1940 population for South Carolina to 5.0 per cent 
in New York and in Massachusetts, whereas net migra- 
tion varied from a gain of 35.8 per cent for Oregon to a 
loss of 25.1 per cent in North Dakota. The rate of 
natural increase was generally higher in the southern 
than in the northern states, although the relationship 
to latitude was not uniform. Rates of natural increase 
for New England states varied as follows: Connecti- 
cut +7.0%; Maine +7.0%; Vermont 6.7%; Rhode 
Island 6.2%; New Hampshire 5.3%; Massachusetts 
50%. 

Net in-migration from 1940 to 1947 was highest in 
the Pacific coastal states and the District of Columbia, 
but Connecticut was not far down on the list, and stood . 
in eighth place with a gain of 9.8 per cent. New Hamp- 
shire was fourteenth with an increase of 4.3 per cent 
and Massachusetts fifteenth with a 3.5 per cent gain 
due to migration. The other three New England states 
showed small losses. 

Natural increase accounted for the major part of the 
population gains since 1940 in all five New England 
states except Connecticut, where inward migration was 
a larger factor. In the aggregate between 1940 and 
1947 New England’s population gained 5.8 per cent due 
to natural increase and 3.6 per cent due to inward 
migration, and nearly half of the migratory gain oc- 
curred during the postwar period from July 1, 1945, to 
June 30, 1947. 


FACTORS AFFECTING CIVILIAN POPULATION CHANGES 
NEW ENGLAND, 1940-1947 


GB Total Net Change in Civilian Population 

C= Noturoal Increcse 

C= Net Migration ( includes in-migration of veterans from other regions) 
Cc Net Transfer of New Englanders to ond from Armed Services 
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NEW ENGLAND’S INCOME PAYMENTS 
REACH NEW PEAK 


INCOME PAYMENTS to individuals in New England 
reached a new peak of $13,194 million in 1947, for a 
gain of 9.2 per cent over the preceding year.’ This 
rate of increase over 1946 was slightly below the na- 
tional rate of 10.8 per cent. Yet, each New England 
state had an increase and four of the state increases 
topped the national average. 

On a per capita basis, increases over 1946 were also 
recorded in each state. Again the New England rate of 
increase of 6.6 per cent was less than the national rate 
of 9.1 per cent. But New Englanders’ per capita income 
of $1,444 in 1947 was still well above the national aver- 
age of $1,323, a point to be remembered when assessing 
the importance of relatively larger percentage annual in- 
creases in less highly developed sections of the country. 

The most important short-term effect on income 
payments in the nation in 1947 resulted from the high 
level of farm income. Large cotton and wheat crops, as 
well as soaring prices for grains and livestock, combined 
to raise farm receipts to record amounts. These huge 
farm receipts had secondary effects in stimulating other 
production, trade, service and investment activities in 
farm areas, all of which contributed to expanded income 
in those areas. The importance of agriculture is empha- 
sized by the 42 per cent increase in per capita income 
from 1946 to 1947 in North Dakota and the 24 per cent 
increase in Kansas. New England could hardly be ex- 
pected to benefit appreciably from gains in farm in- 
come, particularly because grains grown in other areas 
are a large part of the costs to New England farmers. 

The greatest gains in New England came in the form 
of wages and salaries and of property income. The per- 
centage of income derived from wages and salaries is 





1See Survey of Current Business, August 1948; U. S. Department of Commerce. 
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US. tops N.E. per capita income gain, 1946 101947... 


BOURCE: U.S. DEPT. OF COMMERCE. 


above the national average in New England, especially 
so in the three industrialized southern states. With 
reconversion from war industries well completed, 1947 
wage and salary income advanced in all states. 

Large property income in the form of interest, divi- 
dends, rents, and royalties has been a characteristic 
peculiar to New England. This income arises from 
investments accumulated through thrift and the prod- 
ucts of inventive and organizing activities native to 
the region. New England’s per capita property income 
is greater and growing faster than that in the rest of 
the country. Per capita property income in Connecticut 
during 1947 was more than double the national average. 

Proprietors’ income is derived from unincorporated 
business. Because of the influence of farms in this 
category, New England’s per capita income of this type, 
except in Vermont, is below the national average. 

Relatively large increases from 1946 to 1947 in the 
other income classification in Rhode Island and Con- 
necticut were due to servicemen’s bonus payments. 

The rate of increase in per capita income from 1946 
to 1947 in Connecticut and Rhode Island was above the 
national rate. This was in contrast to the situation in 
1946 when both states were struggling with problems 
of reconversion from war production. Connecticut's 
1947 per capita income of $1,671 was fourth highest 
among the states of the union. Rhode Island was not 
far behind with $1,521. 

Massachusetts did not gain so rapidly in 1947 as in 
1946, due largely to a leveling off in demand for some 
of her nondurable manufactures. Nevertheless, her 1947 
per capita income of $1,449 was above the national 
average. The three northern states remained below this 
average, but all showed appreciable gains over 1946. 


PER CAPITA INCOME PAYMENTS 
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Business Conditions 








Business Strong Despite Uncertainties 


Seasonal Recovery Evident as Price Declines Balance Advances 


and Purchasing Power Remains Active 


Despite manifold uncertainties of political, interna- 
tional or economic nature, business activity in late 
summer, paradoxically, seemed to show symptoms of 
increased steadiness. National policies were enmeshed 
in a web of conflicting campaign claims and could not 
be finally clarified before election date. The foreign 
situation was beclouded by enough disagreements and 
provocations to maintain national security and foreign 
aid as issues of paramount importance. Inflationary 
pressures eased just enough to incite speculation 
whether boom might be drawing to a close. Yet in the 
face of these uncertainties industrial production and 
employment rallied from their earlier seasonal drops, 
commodity prices in the aggregate maintained an un- 
usual steadiness over a period of some 10 weeks, and 
trade continued at a brisk pace. Such resiliency from 
reverses and steadiness in the face of great uncertain- 
ties is heartening and constitutes a tribute to our pro- 
duction system. 

As the pages of postwar history are successively in- 
scribed, American business assumes more and more of 
its prewar seasonal patterns. One of these characteristics 
is an early summer lull, especially in nondurable goods 
production, when demand slackens, workweeks shorten, 
or employees are sent out on mass vacations while plants 
are reconditioned. Thus industrial production and em- 
ployment sagged in July of this year, but rose again in 
August. This rise was accompanied by a decided drop 
in claims for unemployment compensation. 

Although the current situation and outlook varied 
among industries, and factory employment actually 
declined further in Rhode Island and Connecticut, there 
was generally a more optimistic feeling. Apparel manu- 
facturing sharply reversed earlier declines. Conditions 
in the confectionery, paper and furniture industries im- 
proved. Cotton consumption was higher, but many 
New England textile mills are finding that they no 
longer can market full production readily at prevailing 
prices. Consequently, shortened workweeks and lay- 
offs are frequent, and a few mills closed, most of them 
temporarily. Metal fabricators still find basic metal 
supplies scarce and high priced. Shifting of basing 
point pricing methods to an f.o.b. basis raises a further 
dislocation in marketing procedure for these industries 
but the hope exists that a satisfactory solution will be 
worked out to allow individual pricing policies estab- 
lished independently. 

Future industrial operations in New England will be 
strongly influenced by price levels, the current move- 
ment of which is confused. Bumper crops have induced 


drops in agricultural prices comparable with those dis- 
played last winter. Protracted extensions of these drops, 
however, will probably be limited because of existing 
administrative props. Both raw cotton and wool top 
prices are at lower levels. Feed grains for poultry flocks 
and dairy herds are weakening in price because of the 
current record corn and wheat crops. Price declines 
have also occurred for some foods, textiles and chemi- 
cals. On the other hand, prices continue to rise for 
metals, metal products and building materials. In the 
aggregate, price declines and advances in recent weeks 
have about balanced. 

Labor costs have been important in sustaining high 
levels of prices for manufactured products. But average 
weekly earnings of factory workers have been more 
important as a source of purchasing power wherewith 
to maintain effective demand for commodities. These 
earnings have continued to rise save in Rhode Island, 
where slackened textile and metal product operations 
have introduced shortened workweeks. 

Aggregate income continues to rise, and the volume 
of trade shows no serious signs of weakening. Dollar 
sales at New England department stores in most weeks 
run ahead of the corresponding weeks of 1947, and the 
relatively poor record in August can be attributed to an 
unusually hot stretch of weather. Demand holds high 
for women’s ready-to-wear apparel, for electrical ap- 
pliances and other house furnishings. Men’s wear moves 
more slowly. Promotional sales for shirts are more fre- 
quent. The scarcity of men’s suits seems to have ended, 
and while the demand for gabardines may continue 
strong, the future is uncertain for lightweight and 
tropical worsteds. 

Some consumers, meanwhile, are feeling the pinch. 
Indications of impairment of purchasing power show 
up in the relative increase in basement bargain sales 
and in the greater use of instalment sales. 

Whether future dangers to the economy may arise 
from inflation or deflation remains a contention. De- 
spite certain weak spots, business activity remains 
strong. The volume of financial transactions as meas- 
ured by bank debits continues to grow. Precautionary 
measures to avert any uncontrolled inflationary situa- 
tion have been adopted in the form of reimposed con- 
sumer credit controls, higher required bank reserves 
and firmer interest rates. Yet so strong and optimistic 
is the inclination to produce and spend that, despite 
credit controls, the huge volume of business activity 
has been maintained by means of a more rapid turnover 
of existing deposit money. 
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Seasonal dullness, which characterized industrial pro- 
duction in July, was less apparent in August. Recov- 
eries were most marked in some of the. nondurable 
goods industries which had earlier shown the sharpest 
declines .. . 


WHOLESALE PRICES 
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Wholesale commodity prices, hovering close to an all- 
time peak on the average, show some signs of stabil- 
izing. Increases for some foods, metal products and 
building materials balance decreases for farm products, 
textiles and chemicals . . . 
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FACTORY EMPLOYMENT 

















*° UNITED “STATES | ae | ne 
ee } 
15-——+— Employees ef | yee 1—t300 
— seme ene 
“ index of Payroll 3 
1O-eeoert s8ee i) yroils . 200 © 
i we soe ———> 5 
a 5 100 
&§ 
be 
8 oO ° 
220, : - 
8 °° NEW ENGLAND - 
N peereeeges, Employe es 
15 | 1 | A, —t_grete er tage enage is = 
"ogte' $s 
= 
10 & 
>| 
La emake . 
1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 
G-3 


... New England factory employment also showed 
some recovery from July. Seasonal gains were recorded 
in the apparel and leather products industries, but 
weak spots still existed in parts of the textile and 
heavy goods industries. 


AVERAGE WEEKLY EARNINGS 
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. . . Earnings, however, continue to rise. Increased 

hourly wages have raised average weekly earnings of 

factory workers to new peaks except in Rhode Island 
where workweeks in textile and metal products plants 
have shortened. 
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DEPARTMENT STORE SALES 
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Although hot weather in late August severely reduced 
sales for the month, consumer spending in most weeks 
continues to outrun comparable 1947 figures, but with 
a distinct preference for basement and promotional 
sales offerings . . . 


TYPE OF SALES 
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... While the bidding for goods continues almost“un- 
abated, cash and liquid asset reserves of marginal 
spenders are increasingly impaired, and the percentage 
of instalment sales to total sales rose sharply in 
August. 
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Banking and Finance 





BANK DEBITS 
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The high level of business activity and spending habits 
is portrayed by the upward trend of bank debits. 
Allowing for seasonal fluctuations, there has been a 
steady increase in their aggregate volume from month 
to month... 


DEPOSIT TURNOVER 
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... This increase becomes more striking when debits 
are related to underlying deposits to express deposit 
turnover. Despite declining or stabilized deposits, the 
upward pressure of prices and sustained spending 
habits impel a rising deposit turnover. 


LOANS AND DISCOUNTS 


“a Weekly Reporting Member Banks 
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Total loans increased substantially $800 million 
during the four weeks ending September 29. Seasonal 
influences increased business loans $350 million: 45 per 
cent of the rise occurred in New York City. Most other 
loans rose moderately. 
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Monthly Averages Weokly F-8 
Government security holdings declined $2.1 billion 
during September. Bond holdings were off $600 million. 
Bills declined $1 billion and certificates and notes com- 
bined, $600 million. Changes ‘at N. E. banks were 
somewhat similar. 
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Business loans at N. E. banks reached $738 million on 
October 6, rising $13 million from September 1. Total 
loans stood at $1.1 billion, up $18 million. Real estate 
consumer and security loans accounted for the balance 
of the increase — $5 million. 
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End of Month 


Net F. R. System purchases of U. S. securities from 
bank and nonbank investors amounted to $2.1 billion 
in September. Increases in required reserves and pur- 


chase of short-term securities by nonbank investors 
offset a rise in excess reserves. 











